This paper investigates whether management ownership structures and large non-management blockholders are related to firm value across a sample of 1433 firms from 18 emerging markets. When a management group's control rights exceed its cash flow rights, I find that firm values are lower. I also find that large non-management control rights blockholdings are positively related to firm value. Both of these effects are significantly more pronounced in countries with low shareholder protection. One interpretation of these results is that external shareholder protection mechanisms play a role in restraining managerial agency costs and that large non-management blockholders can act as a partial substitute for missing institutional governance mechanisms. __________________________ I wish to thank Stijn Claessens,
I. Introduction
Recent research shows that large blockholders dominate the ownership structures of firms not domiciled in the U.S. or a few other developed countries [Shleifer and Vishny (1997) , La Porta, Lopezde-Silanes, Shleifer, and Vishny (hereafter LLSV) (1998), La Porta, Lopez-de-Silanes, and Shleifer (1999) , Claessens, Djankov, and Lang (2000) , and Denis and McConnell (2002) ]. This research suggests that such concentrated ownership coincides with a lack of investor protection because owners who are not protected from controllers will seek to protect themselves by becoming controllers. When control has incremental value beyond any cash flow rights associated with equity ownership, shareholders will seek to obtain control rights that exceed cash flow rights in a given firm. Around the world, control in excess of proportional ownership is usually achieved through pyramid structures in which one firm is controlled by another firm, which may itself be controlled by some other entity, and so forth.
The management group (and its family members) is usually the largest blockholder of a firm at the top of the pyramid and there is significant overlap between the top firm's management group and the managers of each firm down the line in the pyramid. Thus, the controlling managers at the top of a pyramid are generally able to exercise effective control of all the firms in the pyramid, while they bear relatively less of the cash flow consequences of exercising their control in each firm down the line.
Finally, irrespective of pyramiding, managers of a given firm sometimes issue and own shares with superior voting rights to achieve control rights that exceed their cash flow rights in the firm [Zingales (1994) , Nenova (2002) ]. Taken together, the net result is that a great number of firms around the world have managers who possess control rights that exceed their cash flow rights in the firm, which, fundamentally, gives rise to potentially extreme managerial agency problems.
The extent to which managerial agency problems affect firm value is likely to depend on several factors. If there are cash flow incentives that align managers' interests with those of outside shareholders, this should raise firm values. Alternatively, if a management group is insulated from outside shareholder demands, a situation often referred to as managerial entrenchment, managers might choose to use their control to extract corporate resources; this consumption (or expected consumption) of the private benefits of control should reduce firm values. When managers have control in excess of their proportional ownership, the consumption of private control benefits is especially likely since this type of ownership structure both reduces cash flow incentive alignment and increases the potential for managerial entrenchment. Conversely, if managers act in the best interest of all shareholders, then firm values should not depend on managerial control rights. Finally, to the extent that management's control rights are correlated with its cash flow rights, additional managerial control could result in higher firm values.
Non-management blockholders might also impact firm value. If there are large non-management shareholders that have both the incentive to monitor management and enough control to influence management such that cash flow is increased, firm values should be higher because all equity holders share in this benefit of control. Of course, as with managers, large non-management blockholders might choose to use their power to extract corporate resources, which would reduce firm values. Finally, all of these factors are potentially even more important where external shareholder protection is the weakest. This paper tests the above hypotheses using a sample of 1433 firms from 18 emerging markets.
Emerging markets provide an excellent laboratory to study the valuation effects of ownership structure for several reasons. First, pyramid ownership structures are prevalent across virtually all emerging markets. Second, emerging markets generally suffer from a lack of shareholder and creditor protection and have poorly developed legal systems [LLSV (1998) ]. Finally, markets for corporate control (i.e., the takeover market) are generally underdeveloped in emerging markets [Economist Intelligence Unit (1998) ]. Overall, where external corporate governance is weak and managerial control often exceeds its proportional ownership, extreme managerial agency problems may arise because the private benefits of control are large.
1 Non-management blockholders may be especially beneficial to minority shareholders if they help fill the external governance void.
LLSV (2002) and Claessens, Djankov, Fan, and Lang (2002) provide some evidence on the relation between firm value, as measured by Tobin's Q, and ownership structure across different economies. Both papers focus exclusively on the ownership characteristics of a firm's largest shareholder, which is usually, but not always, the management group and its family. These papers do not explicitly test how the relation between management/family ownership and firm value could be affected by other blockholders that are not part of the management/family group. LLSV study the 20 largest firms in each of 27 wealthy economies and report that the cash flow rights held by the largest blockholder are positively related to firm value. They find no relation between Q and a separation in the control rights and cash flow rights held by the largest blockholder.
2 Claessens, et al. (2002) study a large set of firms from eight East Asian emerging economies and also find that the cash flow rights held by the largest blockholder are positively related to value. Additionally, they find that a difference in the control rights and cash flow rights held by the largest blockholder is negatively related to firm value.
This paper builds on previous work relating ownership structure to firm value in several ways.
First, in all of my sample firms, I explicitly account for the effect of management group (and its family) ownership and whether there is a large non-management blockholder present in the ownership structure.
Since it is the management group that actually administers a firm, the reduction in value from potentially costly agency problems may be even worse when the management group has sufficient control to exploit minority shareholders and there is no large non-affiliated blockholder to constrain it from doing so.
Backman (1999) My second set of tests provides new evidence that large non-management blockholders can reduce the valuation discount associated with expected managerial agency problems in emerging markets.
I categorize firms based on whether the management group is the largest blockholder of control rights and find that management control in the 5% to 20% range is associated with a substantial reduction in Q only when the management group is the largest blockholder of control rights. When a larger non-management blockholder is present, management control in the 5% to 20% range does not affect firm value.
Regressions also show that Q is positively related to the level of non-management control and to whether a non-management entity is the largest blockholder of control rights.
In my third set of tests, I present evidence that the valuation impact of pyramid structures and non-management blockholdings depends on the level of shareholder protection in a country. When managers have control rights that exceed their proportional ownership, firm values are significantly lower in countries with low shareholder protection. These findings suggest that external governance mechanisms play a role in restraining managers who do not bear the full cash flow consequences of exercising their private benefits of control. I also find that the presence of large non-management blockholders is more positively related to value in low-protection countries. One interpretation of this result is that non-management blockholders are a substitute for formal external governance mechanisms.
The next section of the paper describes the sample selection process and the ownership variables used in the paper. Section III discusses the methodology and describes the results. Section IV conducts tests of robustness and Section V concludes.
II. Data

A. Sample selection and ownership categorization
To construct my sample, I obtain firm-level financial data for the fiscal year-end closest to December 31, 1995 from the 1997 Worldscope database for all countries considered to have emerging McConnell (2002) , Claessens and Djankov (1999), Claessens (1997) , and Xu and Wang (1997 Removing these firms is also important because cross-country differences exist in several factors which influence the likelihood of observing firms with negative book equity, such as whether an automatic stay on assets is allowable and whether an equity capital reserve must be maintained (see LLSV (1998) ). I can identify the largest blockholder in 8 of these firms. Ownership is similar to the full sample -the management controls 6 of the 8 firms (4 of these 6 have pyramids), the government controls one firm, and a bank controls one firm.
(based on overlapping surnames Figure 1 illustrates how I compute management group control rights using a Brazilian firm, Acos Villares, SA. Whenever the managers of Acos Villares or their family members are also the largest shareholders of one of its blockholders, I classify these shareholdings in the management group category.
6 I include non-voting stock designated as preferred stock in this measure when the dividend rights and payments are equal to those of the common stock. 7 See Tian (2001) for an ownership structure study on China using customized data. 8 One concern that arises in my sample selection process is whether the firms for which I can gather ownership data are measurably different from the potential sample. To assess this possibility, I compare, by country, summary statistics for the financial variables listed in As a simple example of management group cash flow rights leverage, suppose the management of Firm A owns 50% of the shares of Firm B that owns 50% of the shares of Firm A. I compute management cash flow rights ownership as 25% (50% of 50%), management control rights ownership as 50%, and management cash flow rights leverage as two (50% / 25%). A more complicated example of the computation of management cash flow rights leverage is presented in Figure 1 . The figure details how the management group of Acos Villares S.A. uses both a pyramid structure and non-voting shares to lever 2% of the cash flow rights into 56% of the control rights for a management cash flow rights leverage value of 28 (the 95 th percentile for this measure is about 10).
For robustness, I gather information on exchange-specific regulations regarding the reporting of ownership positions and then recompute all ownership levels counting only those positions that are above the required disclosure level (using 10% and then 20% as a cutoff when a specific level is not reported).
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I find that my results are similar and often stronger (not tabulated). shows that the sample is made up of relatively large firms, with mean assets of $886 million. The third column shows that South Korean firms have the most debt as measured by total liabilities to assets.
B. Overall summary statistics
The first two columns of Panel B show that about 50% of a firm's control rights are held by 5%
(or greater) blockholders, on average. Of these, about 60% are held by the management group. Thus, the percentage of blockholder control rights held by entities other than management is also substantial, 11 Data on required reporting come from a worldwide survey of stock exchange regulations [Zenner (1995) ].
averaging almost 40% of total blockholdings. The latter columns of Panel B list the frequency that a given type of owner is the largest ultimate blockholder of control rights. The table shows that the management group is, by far, the dominant type of blockholder in emerging markets, controlling 69% of sample firms, followed by companies not affiliated with the management group (16%) and the government (7%). Financial entities are rarely a firm's largest ultimate blockholder in emerging markets. Table 2 reports statistics on the mechanisms used to achieve managerial control using the 1012 firms for which the management group is the largest blockholder of the control rights of a firm. Panel A reports that 66% of management-controlled firms use pyramids to increase their control rights. 12 I also find that shares with superior voting rights are used extensively in Brazil and Peru, but rarely are used by sample firms outside of Latin America. 13 Panel B of Table 2 reports statistics on management group cash flow rights leverage. The panel shows that controlling managers are able to turn one cash flow right into 2.7 control rights, on average.
In Panel C of Table 2 , I dig more deeply into management usage of shares with superior voting rights in the two sample countries in which superior-voting shares are prevalent, Brazil and Peru. Note from Panel A that managers of firms from these countries use pyramids frequently. Panel C summarizes the fraction of non-voting shares in the common equity capital structure overall and by largest blockholder type. I find that the equity structures of management-controlled firms are heavily weighted toward non-voting shares. The median non-voting equity percentage of 63% is very close to the legally permitted threshold of 66% in these two countries. In contrast, firms controlled by other entities have mostly voting shares in their equity structure.
To further investigate management's usage of superior-voting equity in Latin America, I examine the 64 Mexican firms for which I could not obtain consistent ownership data and find that almost half of 12 My results for South Korea, Taiwan, and Thailand differ somewhat from those reported by Claessens, et al. (2000) who find a higher incidence of pyramids for the controlling shareholder. I study only managementcontrolled firms and my classification mechanisms focus on establishing management control at any level above 5%, whereas they report pyramid data only for firms with a 20% or larger blockholder. Firms in which management control is less than 20%, but management is still the largest blockholder, occur frequently in these three countries and management usually holds its shares directly in these cases. Overall, the ownership structures summarized in Tables 1 and 2 indicate that emerging markets provide a rich setting to test whether potential managerial agency problems are capitalized in firm values
and whether large non-management blockholders play a governance role.
III. Valuation methodology and results
A. Valuation methodology
To assess the relation between ownership structure and firm value, I first use basic OLS regressions in which Tobin's Q is the dependent variable and ownership and control variables are the independent variables. In Section IV, I implement regression techniques that consider potential endogeneity between ownership and Tobin's Q and also consider alternate firm value measures.
My regressions include a variety of control variables to ensure that the effects I attribute to ownership are not due to other correlated factors. I control for firm size with the log of assets (in U.S. dollars). I use the ratio of capital expenditures to assets as a proxy for potential investment opportunities. 14 I control for debt to account for the possibility that creditors are able to lessen managerial agency problems [McConnell and Servaes (1995) I next perform tests of the managerial entrenchment hypothesis which take into account potential non-linearities in the relation between management ownership and firm value along the lines of MSV (1988) . I use control rights ownership for these tests since they will always be equal to or higher than the cash flow rights held by management and I can observe control rights more frequently for my sample firms. MSV argue that management entrenchment effects dominate incentive alignment effects over a 15 These industry groupings are commonly used in international firm valuation studies [see Lins and Servaes (1999, 2002) in addition to Claessens et al. (2002)]. 16 The choice between fixed and random effects is often subject to interpretation, even in the absence of a rejection by the Hausman test. Greene (1997) , p. 623, provides an example analagous to my framework in which fixed effects are chosen in an intercountry comparison because the sample includes a nearly exhaustive set of countries (e.g., emerging markets) for which it is reasonable to assume that the model is constant.
low to intermediate level of management group ownership. They choose breakpoints in the range of management ownership at 5% and 25%, although they note that these cutoffs were chosen to fit their data.
For my tests, I use a 5% to 20% range because it is likely that effective control can be obtained at relatively low levels in emerging markets. I create a dummy variable equal to one when the management group has between 5% and 20% of the control rights of a firm and a dummy equal to one if management controls more than 20% of the firm. These dummy variables keep the interpretation of coefficients simple -similar dummy variables for management ownership cells were used in working paper predecessors to MSV (1988) . I also follow MSV (1988) and estimate a piecewise linear regression using a variable for the level of management control between 5% and 20% computed as actual management control rights if they fall within this range, 0.20 if management control rights exceed 20%, and zero if no blockholdings are held by management. Similarly, a variable for the level of management control above 20% is set equal to actual management control rights if they exceed 20%, and zero otherwise.
Model (2) of Panel A shows that the dummy variables for management group control between 5 and 20% and above 20% are both significantly negatively related to firm value. While the coefficient on the 5% to 20% range is more negative, it is not significantly different from the above 20% coefficient.
Model (3) reports the results of the piecewise linear regression in which the slope of managerial control is allowed to change. The coefficient on managerial control between 5% and 20% is -0.865 which indicates that, among firms with potential managerial entrenchment problems, each percentage point increase in managerial control rights is associated with a 0.0087 decline in Tobin's Q. The coefficient on the level of managerial control above 20% is not significant. To the extent that managerial control in the 5% to 20% range proxies for potential managerial entrenchment, the results of models (2) and (3) provide support for the hypothesis that firm values are lower as the potential for management entrenchment increases.
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17 In unreported models, I test cutoffs of 15, 25, and 30 percent using both dummy and level variables and find similar results. I also regress Q on management control rights and the square of management control rights (Stulz (1988) and McConnell and Servaes (1990) ) and find that the coefficient on management control rights is negative and significant at the 5% level, while the coefficient on the squared term is insignificant. The results from models (4) and (5) highlight the overall loss in firm value that results when the management group's control exceeds its proportional ownership. Thus, these results are consistent with the hypothesis that the expected private benefits of control affect firm value in emerging markets. In an unreported model, I regress Q on the cash flow rights held by management (which are highly correlated with control rights; ρ = 0.60, p-value<0.0000), but find that they are not significantly related to value.
These results provide no support for the Jensen and Meckling (1976) convergence-of-interests hypothesis in emerging markets and differ from those reported by LLSV (2002) and Claessens et al. (2002) .
C. Valuation results -non-management blockholders
The previous sets of tests provide evidence that potential managerial agency problems are related to the valuation of firms from emerging markets. However, these tests do not tell the full story of firmlevel corporate governance, since they fail to take into account any positive or negative impact that large non-management blockholders might have on the actions of management. Panel B of Table 3 contains regression models that incorporate the control rights held by blockholders that are not part of the management group, an approach similar to the one taken by McConnell and Servaes (1990) for U.S.
firms. Overall, my results show that it is beneficial to separately investigate the valuation effects of management and non-management blockholders, rather than focusing solely on the category of 'largest blockholder' as has been done previously in international ownership studies.
Model (1) of Panel B shows that the control rights held by non-management blockholders are positively related to firm value, which is consistent with the hypothesis that these blockholders play a monitoring role of some sort in emerging markets. This conclusion is reaffirmed in regression model (2), which includes both management and non-management control rights. The control of non-management blockholders remains positively and significantly related to firm value, while the control rights of the management group are again not significantly related to firm value.
To isolate situations in which large blockholders are likely to have the greatest influence over the management of a firm, I create a dummy variable equal to one when the management group is not the largest blockholder of the control rights of a firm. This is the case for about one third of my sample firms (see Table 1 ). Model (3) of Panel B of Table 3 shows that a controlling non-management blockholder is associated with an increase of 0.142 in Tobin's Q. This result is again consistent with the idea that large non-management blockholders can provide beneficial governance in emerging markets.
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Model (4) of Panel B is designed to assess whether controlling non-management blockholders might be able to lessen the agency costs of managerial entrenchment that can be inferred from models (2) and (3) of Panel A. 19 I create an interaction between the 5% to 20% management control rights dummy 18 To see if specific types of non-management blockholders affect firm value differently, I construct dummy variables equal to one if the largest blockholder of control rights is a non-affiliated company, is the government, or is an institutional owner, and estimate a model that includes these three largest blockholder dummies. I find a significant difference (at the 10% level) only between the dummy when the largest blockholder is a non-affiliated company and the dummy when the largest blockholder is an institution. Since this result does not provide compelling evidence that the relation between firm value and a large non-management blockholder depends on the type of non-management blockholder, I continue to group all non-management blockholders together when conducting my valuation tests. 19 It is possible that the significance of the coefficients on managerial control contained in models (2) and (3) of Table 3 is due to spurious correlation, since non-management blockholdings, which are significantly related to Tobin's Q, are omitted from these models. It is not appropriate, however, to test this conjecture by including in and the dummy when management is the largest single blockholder of control rights. This interaction variable should capture the type of management ownership that is most likely to face the entrenchment problems described in MSV (1988) . I also create a dummy equal to one if management controls between 5% and 20% and is not the largest blockholder. The coefficient on this interaction variable will provide an indication of whether the presence of a large external blockholder reduces the loss in firm value associated with potential agency costs of managerial entrenchment.
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Finally, I compute a dummy variable equal to one when management controls more than 20% and is the largest blockholder. Again, the use of dummy variables for these ranges eases the interpretation of the interaction coefficients.
Recall that Panel A shows a negative and significant relation between firm value and the dummy variable for management group control between 5% and 20%, irrespective of whether this is the largest block position. The results are much different, however, when I isolate firms in which the management group controls between 5% and 20%, but the management group is not the largest blockholder. As shown in model (4) of Panel B, the coefficient on this interaction dummy is insignificant. Conversely, when management controls between 5% and 20% and it is also the largest blockholder, a situation in which management may have both the ability and desire to consume private benefits of control, the regression coefficient is strongly negative. The coefficient indicates a reduction in Tobin's Q of 0.264 in this case.
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These findings demonstrate again the governance potential of large investors in emerging markets, since these models non-management control rights or a dummy if the management group is not the largest blockholder, because both measures are highly negatively correlated with management control above 20%. Instead, I use a dummy equal to one if there are any non-management blockholdings as a coarse, but not highly correlated, control for non-management effects on value. I find that this dummy is positively and significantly related to Q and that the coefficients for both dummies and levels of managerial control in the 5 to 20% and above 20% ranges retain their magnitude and significance (if any) from prior regressions. 20 With the exception of majority ownership work by Holderness and Sheehan (1988) and Denis and Denis (1994) , prior research on managerial ownership and value has not explicitly studied whether a differential valuation relation exists when managers are the largest controlling entity (see Himmelberg, Hubbard, and Palia (1999) , Holderness, Krozner, and Sheehan (1999) , Cho (1998) , Loderer and Martin (1997), Kole (1996) , McConnell and Servaes (1995) , and Hermalin and Weisbach (1991) , among others, in addition to previously referenced papers). 21 In unreported models, I test dummies for management group control between 5 and 15%, 25%, and 30% when management is also the largest blockholder. The coefficients on these dummies are always strongly negative and significant (p-value = 0.00), indicating that my result is robust to changes in the choice of an ownership cutoff point. management group control in the "entrenchment" range does not correspond to a reduction in firm value when a non-management entity controls the firm.
D. Valuation results -ownership and shareholder protection
Emerging markets are usually, but not always, associated with low shareholder protection. Since there is some dispersion in protection, one might expect that managers can more easily consume the private benefits of control in countries where investors are least protected by the law [LLSV (2000)]. If this potential incremental consumption of private benefits is priced, one should observe lower values for firms with potentially extreme managerial agency problems as shareholder protection declines. To test whether shareholder protection matters, I combine measures of shareholders' legal rights and the enforcement of such rights obtained from LLSV (1998). The first is the "Antidirector Rights" score which ranges from 0 to 5 with lower scores corresponding to fewer shareholder rights. The second is the "Rule of Law" score for a country which ranges from 0 to 10 with lower scores corresponding to less tradition for law and order. These variables are not reported for the Czech Republic so firms from this country are excluded from this analysis.
In my empirical tests, I first use a random effects model that interacts management group ownership variables and a country's weighted average Antidirector Rights and Rule of Law score. This type of model has the potential to incorporate both between-and within-country effects of ownership on value -a fixed effects model is poorly suited for testing between-country effects. Unfortunately, the Hausman test rejects the null specification that country effects are random in these models. Since a random effects model is inappropriate, I test whether management agency problems are more severe in low protection countries by estimating my previous country fixed-effects models on a subset of firms from countries with low Antidirector Rights and a low Rule of Law. This "low protection" subsample includes countries that score at or below 4 on the Antidirector Rights measure and at or below 7 on the Rule of Law measure. This subsample excludes firms from Chile, Hong Kong, Portugal, Singapore, South Africa, and Taiwan.
22 Table 4 reports ownership structure tests using the low-protection subsample. The models reported correspond exactly to those in Table 3 . Mean Tobin's Q in the low-protection subsample is 1.58, which is close to the mean Q value of 1.52 for the full sample. Therefore, for the purpose of assessing economic effects, the regression coefficients for the low-protection subsample can essentially be directly compared to those from Table 3 featuring the full emerging markets sample. The first model of Panel A in Table 4 shows that management group control rights have a negative and significant relation to firm value in emerging markets with relatively weak external governance mechanisms. This coefficient is different from the high-protection subsample coefficient on managerial control at the 5% level (significance based on combined regression tests). This finding lends some support to the hypothesis that the valuation consequences of managerial agency problems are worse when external governance is weak. Table 4 conduct subsample tests using dummies and levels for management control in the 5% to 20% and above 20% ranges, without regard to whether management is the largest blockholder. In both models, the coefficients on managerial control in the 5% to 20% range are more negative in the low protection subsample, but not significantly so. Thus, it does not appear that management entrenchment effects measured using the 5% to 20% range of management control are any worse when shareholder protection is weak. Table 4 tests whether the valuations of firms with potential managerial agency problems stemming from pyramid ownership structures are lower when shareholder protection is the weakest. The coefficient on the management indirect control dummy of -0.19 is significant at the 1% level and is significantly different from the high protection coefficient at the 1% level. This compares to a Table 3 coefficient on management indirect control of 0.09 in the full emerging markets sample. Model 22 I also attempt a country-by-country analysis in which the relation between ownership and value is obtained for each country and then the ownership coefficients from each country are regressed on measures of shareholder (5) shows a larger negative coefficient on the cash flow rights leverage variable in low protection countries (-0.037 compared to -0.022). The difference in this coefficient between low-and highprotection subsamples, however, is not significant at conventional levels (p-value = 0.11). Taken together, models (4) and (5) in Panel A of Table 4 provide support for the hypothesis that the negative relation between firm value and a separation in management control and cash flow rights is more pronounced where external corporate governance mechanisms are weakest.
Models (2) and (3) of
Model (4) of Panel A in
In Panel B of Table 4 , I test whether the positive relation between large non-management blockholders and firm value is more pronounced in countries with low external shareholder protection.
The first model shows that non-management control rights are again strongly positively related to firm value when shareholder protection is relatively weak. The difference in this relation between low and high protection subsamples is significant at the 10% level. Model (2) incorporates both non-management and management control rights and again shows that only non-management control rights are related to value. The coefficient of 0.343 in the low protection subsample is slightly more positive than that for the full sample, but the difference between high and low protection samples is not significant. These tests provide weak evidence that increases in the percentage of control held by non-management blockholders are more positively related to value when shareholder protection is low.
I next test the effect of a controlling block held by a non-management entity and the results are much stronger than those for the overall sample. Model (3) of Panel B, Table 4 reports a positive coefficient of 0.221 on the controlling non-management blockholder dummy in low shareholder protection countries, which is different from the high-protection subsample at the 3% significance level.
This model supports the hypothesis that the internal governance provided by controlling non-management blockholders matters more when external shareholder protection mechanisms are relatively weak.
Finally, model (4) investigates whether the interactions between large non-management blockholders and managerial control in the 5% to 20% and above 20% ranges have a different impact on protection. Unfortunately, I am unable to obtain meaningful results using this procedure because the ownership firm value when shareholder protection is lower. The coefficients on management control in both the 5% to 20% and above 20% ranges when management is also the largest blockholder are more negative in the low shareholder protection subsample. However, the difference between the low and high protection subsamples is significant for only one of the coefficients, so it is hard to conclude much from this model.
Summing up, the low shareholder protection subsample tests conducted in Table 4 contain two important findings. Where external shareholder protection is relatively weak, the relation between a separation of management control rights and cash flow rights and firm value is more negative and the relation between a controlling non-management blockholder and firm value is more positive. These results are consistent with the hypothesis that potential managerial agency problems are reflected in lower firm values when external governance mechanisms are least effective. These results are also consistent with the idea that large non-management blockholders provide minority shareholders with an even greater monitoring benefit when shareholder protection is weak. One caveat about my conclusions on the importance of shareholder protection is that I cannot rule out the possibility that these results are driven by other variables correlated with shareholder protection, such as corruption, financial market development, GDP, etc., rather than shareholder protection itself.
IV. Robustness tests
A. Endogeneity of ownership
If ownership and value are endogenously determined, then cross-sectional regressions which indicate a relation between ownership variables and firm value cannot be used to make inferences about the causality of the relation. For instance, the negative relation between the management group control in excess of its proportional cash flow and firm value could indicate that firm values are lower as a result of the market's expectation of costly agency problems. However, it is also plausible that managers will increase their separation of cash flow rights and control rights if they want to maintain their control, but coefficients are rarely significant in the countries with small sample sizes.
have knowledge that the cash flows of their firm will be lower in the future. In this case, expected poor performance causes a higher separation of cash flow and control rights, rather than the other way around.
Similarly, regressions which show a positive relation between large non-management blockholders and firm value could indicate that monitoring of managers by large external blockholders lessens actual or expected managerial agency problems. Conversely, it could be the case that high firm values lead to increased ownership by these blockholders [Rouwenhorst (1999) and Chui, Titman, and Wei (2000) ].
It is difficult to disentangle endogeneity and causality problems in order to draw inferences on whether a firm's ownership structure affects its value. Because I lack time series data on ownership structures, I cannot test whether changes in ownership relate to changes in firm value. 23 Instead, I model the endogeneity within a cross-sectional framework [e.g., Demsetz and Lehn (1985) , Loderer and Martin (1997) , Cho (1998) , Himmelberg, Hubbard, and Palia (1999) , and Demsetz and Villalonga (2001)]. While a 2SLS estimation procedure allows for endogeneity between Q and ownership, one shortcoming of this technique is that it requires the identification of some number of exogenous variables that plausibly affect only value or ownership, but not both. In selecting my equation specifications, I follow the models of Demsetz and Villalonga (2001) since these models incorporate a range of variables used in prior 2SLS
ownership and value studies. My models use management cash flow rights leverage and the percentage of non-management group control rights as the ownership variables of interest. I select these relatively simple ownership variables since they need to be both related to valuation and plausibly determined by a set of independent variables. 23 I conduct one (unreported) time-series test that regresses Tobin's Q values for fiscal year 1996 on my 1995 ownership variables, which act as instrumental variables for 1996 ownership, and controls. If managers are able to increase the separation of their ownership and control when they expect their firm to perform poorly in the future, then one would expect a more negative relation between past ownership separation and current firm value. I find the opposite result -1996 firm values are still negatively and significantly related to 1995 management cash flow rights leverage, but the magnitude of the negative relation is less severe. 
B. Measurement issues
The process of constructing ultimate ownership data for emerging market firms requires data sources that capture the full breadth of any overlap between family members, other companies, and other institutions. I follow the convention of La Porta et al. (1999) by matching managers and family based on family surname, but this match will be obviously be imperfect when family members do not share the same surname. Similarly, it is plausible that I omitted firms due to my inability to obtain data on their direct blockholdings when such data do, in fact, exist. It is not clear whether these potential misclassifications will cause a bias in the sample or will simply add noise to the ownership measures. and significance when I incorporate data compiled by these other authors. As such, my results appear to be robust to measurement issues relating to ownership structure classification.
I next conduct robustness tests using two alternate measures of firm performance as dependent variables, since the suitability of Tobin's Q as a measure of firm value may be compromised by differences in accounting practices or reporting across the countries in my sample. I use the market-tobook equity ratio, defined as the market value of equity divided by the book value of equity, and operating return on assets, defined as operating income deflated by assets. These performance measures are also censored at the 1 st and 99 th percentiles to alleviate the influence of outliers. Overall, I find that all of the previous ownership and value relations hold using the market-to-book equity value measure, while some, but not all, of these relations hold when I specify operating return as the performance metric.
I also control for the possibility that majority controlled firms, in which no takeover is possible, might account for some of my findings since managers are, by far, the largest blockholders in emerging markets. I re-estimate my previous models, excluding firms when a single blockholder holds a majority of the firm's control rights, and find that all results continue to hold. Finally, I perform all robustness tests using the low shareholder protection subsample and find that my previous results still obtain.
V. Conclusion
This paper investigates the relation between ownership structure and firm value across 1433 firms from 18 emerging markets. I depart from previous cross-country research on ownership and valuation by explicitly examining management and family ownership across all of my sample firms and whether large non-management blockholders provide monitoring. I also investigate whether the relation between ownership and value depends upon the level of external shareholder protection in a country.
This paper contains several interesting results. First, I find that management group control in excess of its proportional ownership is negatively related to Tobin's Q in emerging markets. Managerial control in the 5% to 20% range is also negatively related to Q. These results indicate that investors discount firms with potentially severe managerial agency problems resulting from mis-aligned incentives and managerial entrenchment. Second, I provide evidence that large non-management blockholders can mitigate the valuation discount associated with these expected agency problems. Managerial control in the 5% to 20% range is only associated with lower firm values when the management group is also the largest blockholder. When a larger non-management blockholder is present, managerial control in the 5% to 20% range does not affect firm value. Regressions also show that large non-management blockholdings are positively related to Tobin's Q values.
Next, I examine whether the relation between ownership and value depends on the level of shareholder protection in a country. When managers have control rights that exceed their proportional ownership, firm values are significantly lower in countries with low shareholder protection. I also find that the relation between large non-management blockholders and value is significantly more positive in low-protection countries. These findings suggest that external shareholder protection mechanisms play a role in restraining managerial agency costs. They also indicate that large non-management blockholders may act as a substitute for missing institutional governance mechanisms.
Interesting topics for future ownership structure research include identifying the factors that drive the presence of large non-management blockholders and studying why Latin American firms use nonvoting equity structures much more frequently than do other emerging market firms. The sample used in this table includes only those firms for which the management group is the largest blockholder of the control rights of a firm. Panel A reports the percentage of firms for which the management group obtains some control rights indirectly. Panel B reports mean management cash flow rights leverage which is computed as management group control rights divided by management group cash flow rights and includes both pyramid and superior-voting equity effects. This variable is coded as missing if the fraction of unobserved management group cash flow rights exceeds 10% of the management groups' ultimate blockholdings of control rights. The values for cash flow rights leverage have been truncated at the 95 th percentile.
Panel C summarizes the fraction of non-voting shares in the equity capital structure for the two sample countries (Brazil and Peru) in which non-voting equity shares are prevalent. The fraction of non-voting shares cannot be determined for 3 firms. The difference in means is computed using a t-test and the difference in medians is computed using a Wilcoxon rank-sum test. P-values are listed in parentheses. (5) is estimated on the subsample of firms for which management cash flow rights leverage can be computed. The regressions in Panel B include non-management control rights variables. All regression models include country and industry fixed effects (coefficients not reported). Industry groupings are based on Campbell (1996) . The p-value of the t-test of equality of each coefficient to zero is reported in parentheses. 
and Shareholder Protection in Emerging Markets
Regression analysis of the dependent variable "Tobin's Q" on categories of management group ownership and controls estimated on a subsample of countries with low shareholder protection as measured by Antidirector Rights and Rule of Law. 'Antidirector Rights' values range from 0 to 5 and are taken from Table 2 of LLSV (1998). 'Rule of Law' values range from 0 to 10 and are taken from Table 5 of LLSV (1998). The low protection subsample used in all models includes countries that score at or below 4 on the Antidirector Rights measure and at or below 7 on the Rule of Law measure. All variables have been defined previously in Tables 1 -3 . In Panel A, Model (5) is estimated on the subsample of firms for which management group cash flow rights can be established. All regressions include country and industry fixed effects (coefficients not reported). Industry groupings are based on Campbell (1996) . The p-value of the t-test of equality of each coefficient to zero is reported in parentheses. ***, **, *, and ^ indicate that an ownership coefficient is statistically different from that for the high protection subsample at the 0.01, 0.05, 0.10, and 0.15 level, respectively. Significance levels are based on full-sample regressions with interactions for all coefficients. 
